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17 A portfolio is liquid and well-diversified
if: (1) It is characterized by a limited sen-
sitivity to price changes of any single equity
issue or closely related group of equity
issues held in the portfolio; (2) the volatility
of the portfolio’s value is not dominated by
the volatility of any individual equity issue
or by equity issues from any single industry
or economic sector; (3) it contains a large
number of individual equity positions, with
no single position representing a substantial
portion of the portfolio’s total market value;
and (4) it consists mainly of issues traded on
organized exchanges or in well-established
over-the-counter markets.

1 Under the provisions of section 19 of the
Federal Reserve Act (12 U.S.C. 466), national
banks located in a dependency or insular
possession or any part of the United States
outside the States of the United States and
the District of Columbia are not required to
become members of the Federal Reserve Sys-
tem but may, with the consent of the Board,
become members of the System. Any such
bank desiring to be admitted to the System
under the provisions of section 19 should
communicate with the Federal Reserve Bank
with which it desires to do business.

2 A new national bank with no capital or
board of directors which is organized by the
Federal Deposit Insurance Corporation pur-
suant to the provisions of section 11(h) of the
Federal Deposit Insurance Act (12 U.S.C.
1821(h)), should not apply for stock of the
Federal Reserve Bank of its district until it
is in process of organization as a national
bank with capital pursuant to the provisions
of section 11(k) of the Federal Deposit Insur-
ance Act (12 U.S.C. 1821(k)).

3 Whenever a State member bank is con-
verted into a national bank under section
5154 of the Revised Statutes (12 U.S.C. 35), it
may continue to hold as a national bank its
shares of Federal Reserve Bank stock pre-
viously held as a State member bank. If the
aggregate amount of its capital and surplus

net long or short covered equity position by
a risk weighting factor of 8.0 percent, or by
4.0 percent if the equity is held in a portfolio
that is both liquid and well-diversified.17 For
covered equity positions that are index con-
tracts comprising a well-diversified portfolio
of equity instruments, the net long or short
position is multiplied by a risk weighting
factor of 2.0 percent.

(B) For covered equity positions from the
following futures-related arbitrage strate-
gies, a bank may apply a 2.0 percent risk
weighting factor to one side (long or short)
of each position with the opposite side ex-
empt from charge, subject to review by the
Federal Reserve:

(1) Long and short positions in exactly the
same index at different dates or in different
market centers; or

(2) Long and short positions in index con-
tracts at the same date in different but simi-
lar indices.

(C) For futures contracts on broadly-based
indices that are matched by offsetting posi-
tions in a basket of stocks comprising the
index, a bank may apply a 2.0 percent risk
weighting factor to the futures and stock
basket positions (long and short), provided
that such trades are deliberately entered
into and separately controlled, and that the
basket of stocks comprises at least 90 per-
cent of the capitalization of the index.

(iv) The specific risk capital charge compo-
nent for covered equity positions is the sum
of the weighted values.

[Reg. H, 61 FR 47370, Sept. 6, 1996, as amended
at 62 FR 68067, Dec. 30, 1997]
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§ 209.1 National bank in process of or-
ganization.

Each national bank, 1 while in proc-
ess of organization, 2 shall file with the
Federal Reserve Bank of its district an
application on Form FR 30, and each
nonmember State bank converting into
a national bank, 3 shall file an applica-
tion on Form FR 30a, for an amount of
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is increased or decreased, the national bank
shall file an application on Form FR 56, as
provided in § 209.3, for additional shares of
Federal Reserve Bank stock or for cancella-
tion of Federal Reserve Bank stock. The cer-
tificate of stock issued in the name of the
State member bank shall be surrendered and
canceled, and a new certificate will be issued
in lieu thereof in the name of the national
bank, as provided in § 209.13.

4 Subscriptions to the capital stock of the
Federal Reserve Bank must be made in an
amount at least equal to six per cent of the
amount of the capital and surplus of the ap-
plying bank which is to be paid in at the
time the Comptroller of the Currency au-
thorizes it to commence business. In order to
avoid the necessity of making applications
for additional stock in the Federal Reserve
Bank, as additional installments of the cap-
ital and surplus of the applying bank are
paid in, application may be made for stock
in the Federal Reserve Bank in an amount
equal to six percent of the authorized capital
of the applying bank, plus six per cent of the
amount of surplus, if any, which the sub-
scribers to the capital of the applying bank
have agreed to pay in.

5 Payment may be made, if desired, at any
time prior to approval of the application.

6 If a member bank sets up a reserve for
dividends payable in common stock, such re-
serve will be regarded as surplus for the pur-
pose of determining the amount of Federal
Reserve Bank stock which the bank is re-
quired to hold, provided such reserve is es-
tablished pursuant to a resolution of the
board of directors, will become a part of the
permanent capital of the bank, and will not
be used for any other purpose than the pay-
ment of dividends in common stock.

capital stock of the Federal Reserve
Bank of its district equal to six percent
of the paid-up 4 capital and surplus of
such national bank. If the application
is found to be in proper form it will be
approved by the Federal Reserve Bank
effective if and when the Comptroller
of the Currency issues to such bank his
certificate of authority to commence
business. Upon approval, the applying
bank shall thereupon 5 pay the Federal
Reserve Bank of its district one-half of
the amount of its subscription and,
upon receipt of advice from the Federal
Reserve Bank as to the required
amount, one-half of one per cent of its
paid-up subscription for each month
from the period of the last dividend,
and upon receipt of the payment for
Federal Reserve Bank stock the Fed-
eral Reserve Bank will issue a receipt
therefor, place the amount in a sus-
pense account, and notify the Comp-
troller of the Currency that it has been
received. When the Comptroller of the
Currency issues his certificate of au-
thority to commence business the Fed-
eral Reserve Bank will issue a stock
certificate as of the date upon which
the bank opens for business. The re-
maining half of the subscription of the

applying bank will be subject to call
when deemed necessary by the Board of
Governors of the Federal Reserve Sys-
tem.

§ 209.2 State bank becoming member.
Any State bank, Morris Plan bank,

or mutual savings bank, desiring to be-
come a member of the Federal Reserve
System shall make application as pro-
vided in part 208 of this chapter (Regu-
lation H) and, when such application
has been approved by the Board of Gov-
ernors of the Federal Reserve System
and all applicable requirements have
been complied with, the Federal Re-
serve Bank will issue an appropriate
certificate of Federal Reserve Bank
stock as provided in § 208.5(b) of this
chapter.

§ 209.3 Increase or decrease of capital
or surplus.

Whenever any member bank in-
creases or decreases the aggregate
amount of its paid-up capital and sur-
plus, 6 it shall file with the Federal Re-
serve Bank of its district an applica-
tion on Form FR 56 for such additional
amount or for the cancellation of such
amount, as the case may be, of the cap-
ital stock of the Federal Reserve Bank
of its district as may be necessary to
make its total subscription to Federal
Reserve Bank stock equal to six per-
cent of its combined capital and sur-
plus. After an application for addi-
tional Federal Reserve Bank stock has
been approved by the Federal Reserve
Bank, the applying member bank shall
pay to the Federal Reserve Bank of its
district one-half of its additional sub-
scription, plus one-half of one percent a
month from the period of the last divi-
dend on such Federal Reserve Bank
stock, whereupon the appropriate cer-
tificate of stock will be issued by the
Federal Reserve Bank. The remaining
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